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SUBJECT: Charter School Funding.

FIRST AUTHOR: Sen. Lubbers BILL STATUS: CR Adopted - 2" House
FIRST SPONSOR: Rep. Porter
FUNDSAFFECTED: X GENERAL IMPACT: State & Local

DEDICATED

FEDERAL

Summary of L egislation: (Amended) Thisbill specifiesthat the school employees of aconversion charter
school cannot have their benefits or employment with the school corporation that sponsored the charter
school terminated. It allows a school corporation to increase its maximum levy by the amount of any local
funding provided to acharter. Thebill excludesthelevy increasefromthe school corporation'spreviousyear
revenue and tuition support calculation. It also requires the Department of Local Government Finance to
inform each county auditor of the amount of local funding to distribute to a charter school.

The bill creates a separate average daily membership ("ADM") count for a charter school. The bill aso
requires the Department of Education ("Department™) to distribute tuition support and other state funding
to a charter school beginning in the second semester of the charter school's operation. It requires the
Department to provide the Department of Local Government Finance information necessary to calculate a
charter school's share of local funding.

The bill providesthat the school corporation in which a conversion charter school islocated provides state
funding and a proportionate share of local funding to the conversion charter school duringitsfirst semester
of operation. It requires the organizer of a charter school to apply for federal funding. The hill allows a
charter school to borrow from the Common School Fund for first semester operational costs and operational
costs associated with a growth in enrollment of at least 15%. It provides for repayment of any outstanding
obligation from the Common School Fund of a charter school that terminates operation. The bill includes
charter schools in the following categorical distributions: (1) free lunch and textbook reimbursement; (2)
primetime; (3) at risk; (4) growing enrollment; (5) academic honors diploma; (6) special education; and (7)
vocational education.
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The bill forgives outstanding obligations of charter schools from the Abandoned Property Fund.

EffectiveDate: (Amended) January 1, 2002 (retroactive); January 1, 2003 (retroactive); Upon passage; July
1, 2003.

Explanation of State Expenditures: (Revised) Thebill treatscharter schoolslikeother school corporations
in the school formula calculations or in applying for state or federal grants. The charter school students
would be counted in the ADM of the charter school and not the ADM of the school corporation where the
student resides. The bill provides an adjustment in a school corporation’s pervious years revenue for a
school corporation that starts a conversion charter school.

Under the bill charter school could borrow from the Common School Fund to finance the first six months
of operation. The total amount of the loansin afiscal year can not exceed $4 M annually. The loans can be
repaid over aterm of 20 years. The state and local funding for charter school begin with the second six
months or the next calendar year. For conversion charter schools, the sponsoring school corporation must
provide some funding for the first six months of operation.

The bill limits the number of charter schoolsin the state to 25.

The impact of the bill for 2004 and 2005 is unknown and depends on the school formula the legislature
adopts.

Thebill isretroactivefor the 2003 school formula. Under thishill, the statewill pay thelocal share of charter
school formulafunding for 2003. The estimated impact for CY 2003 is about $2.2 M. The additional state
funding would come from the existing tuition support appropriation. Local school corporations would not
berequired to send a pro rata share of tuition support and local dollarsto charter schools. The amount of the
redirection under current law is estimated to be about $7.2 M for CY 2003. The state funding for the school
formulawould be increased by about $4 M. If the changes caused the school formulato be greater than the
calendar year cap then state tuition support would be proportionately reduced to the calendar year cap. This
bill does not contain an appropriation so the school funding formula must stay within the current calendar

year cap.

Thebill providesthat the state forgive loans from the Abandoned Property Fund the State Board of Finance
made to charter schools. The amount of the loans are about $1.4 M.

Background: The charter school ADM for the 2002-03 school year is 1,253, and the revenue per student is
about $6,062, excluding special education, primetime, and vocational education grants. The first charter
school opened for the 2002-03 school year. The state, in accordance with an Attorney General’sopinion, is
paying the state portion of state funding to charter schools without reducing the state funding of the public
school where the student resides for the period of July-December of 2002. Starting with February 2003 the
revenue sent by the state to the charter school will be offset by areduction in the state revenue sent to the
public school where the student resides.

Under the current charter school law, it isunclear if thelocal school would incur additional expensesin the
first six months of the operation of charter schools. The impact on local schoolsfor thefirst six monthsfor
the 11 new charter schools would be about $1.4 M. The impact for local school corporations starting with
the next calendar year after the charter school begins depends on how the school receivesits school formula
revenue. In the school formula, schools make three separate revenue cal culations and receive the greatest
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revenue of the three calculations. The largest local impact is for minimum guarantee school corporations.
The school receives 2% morein revenue than they received last year, regardless of enrollment changes. The
minimum guarantee school corporation would lose revenue on average of $6,062 per student for students
attending charter schools. School sthat receive funding through thefoundation and variablegrant cal culation
may lose revenue depending on their student counts. If a school corporation has no reghosting, then the
impact on the school corporation isthe same if the student left to attend a charter school, a private school,
or another school corporation. The amount of revenue redirected to the charter school isequal to the amount
of revenue the school would have lost if the student |eft the school corporation. If the school has reghosting,
the declinein enrollment isphased out over fiveyears, then the school corporationwould |ose somerevenue.
The revenue loss would be about $4,850 per student, since the school would only lose 20% of the funding
if the student |eft to attend another school.

Thefollowing isasimple explanation of the school formulacal culationsfor regular programsfor CY 2003.
Enrollment

Step1 Count Noses. Base Enrollment is the number of students enrolled on afixed day in mid-
September(this year: September 13, 2002).
Step 2 Reghost. Compare Base Enrollments for 1998, 1999, 2000, 2001, and 2002:

(@ If 1998 is higher than any subsequent (i.e., later) year
Then: Add 20% of the difference between the 1998 Base Enrollment
and highest subsequent enrollment.
(b) If 1999 is higher than any subsequent year
Then: Add 40% of the difference between the 1999 Base Enrollment
and highest subsequent enrollment.
(c) If 2000 is higher than either 2001 or 2002.
Then: Add 60% of the difference between the 2000 Base Enrollment
and highest subsequent enrollment.
(d) If 2001 is higher than 2002
Then: Add 80% of the difference between the 2001 Base Enrollment
and the 2002 Base EnrolIment.
Regular School Formula Revenue
Revenue is calculated 3 ways—Minimum Guarantee, Foundation, and V ariable Grant-District receives the
biggest of the 3.
Foundation Multiply $4,560 by
District Enrollment (calculated above) by
District Complexity Index that ranges between 1.00 (Eagle Union) and 1.19
(East Chicago), which is based on (a) Community education level, (b) % of
Single-Parent Households in Community, (c) Poverty, (d) % limited English
proficient students, and (€) % free lunch
Variable Grant Increase 2002 regular education per-pupil revenue by $50-$90 and multiply by
District Enrollment (calcul ated above)
Minimum Guarantee Increase 2002 regular education revenue by 2%

Explanation of State Revenues:

Explanation of L ocal Expenditures: See Explanation of State Expenditures.

Explanation of L ocal Revenues: See Explanation of State Expenditures.
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State Agencies Affected: Department of Education.

L ocal Agencies Affected: Local Public and Charter Schools

Information Sources: Department of Education Databases.

Fiscal Analyst: Chuck Mayfield, 317-232-4825
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